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Week 1: Listen to the waves. 
Week 2: Create something people want.  
Week 3: Draw the landscape.  
Week 4: Build an engine of growth.  
Week 5: Create an economic model. 
Week 6: Develop a capital strategy. 
Week 7: Frame a funnel. 
Week 8: Be a master storyteller. BU
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Develop a capital strategy. 



But first, let’s talk about Corporate Structures.
LLC, S-Corp, C-Corp, 501(c)3?



Your capital strategy will influence 
your choice of corporate structure.



Survivorship. Liability Shield. Tax Flow-Through Shares of stock. Classes of stock. Notes

Sole 
Proprietorship No. No. Yes. No. No. Default. If you do nothing, 

this is what you are. 

Partnership No. No. Yes. No. No. Same as sole proprietorship, 
but with multiple owners. 

LLC Yes. Yes. Yes. No. No. 
Owners are called 

“members”; no shares of 
stock. 

S-Corp Yes. Yes. Yes. 
Yes, limited to 100 

Shareholders No. 
You create a C-corp and 

then make an “election” to 
be treated as an S-corp. 

C-Corp Yes. Yes. No. Yes, unlimited. Yes. 
The “big daddy” option. 

Well-understood and 
preferred by VC investors. 

501(c)3 Yes. Yes. Exempt. No. No. 
Also called a “non-profit” 
organization. Except from 

taxes. 

B-Corp Yes. Yes. No. Yes, unlimited. Yes. Not recognized in all states. 

BUS-217: Legal Entities for Businesses in the US. 
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In choosing a legal entity for your business, there are 
three important concepts to understand:

• Personal liability. If the company is sued, can they come after your personal 
assets? 

• Tax flow-through. Do the company profits get reported on your personal tax 
return? 

• Ownership Structure. With multiple owners, is there a way to define who 
owns what percentage and what rights they each have?



Survivorship. Liability Shield. Tax Flow-Through Shares of stock. Classes of stock. Notes

Sole 
Proprietorship No. No. Yes. No. No. Default. If you do nothing, 

this is what you are. 

Partnership No. No. Yes. No. No. Same as sole proprietorship, 
but with multiple owners. 

LLC Yes. Yes. Yes. No. No. 
Owners are called 

“members”; no shares of 
stock. 

S-Corp Yes. Yes. Yes. 
Yes, limited to 100 

Shareholders No. 
You create a C-corp and 

then make an “election” to 
be treated as an S-corp. 

C-Corp Yes. Yes. No. Yes, unlimited. Yes. 
The “big daddy” option. 

Well-understood and 
preferred by VC investors. 

501(c)3 Yes. Yes. Exempt. No. No. 
Also called a “non-profit” 
organization. Except from 

taxes. 

Benefit Corp Yes. Yes. No. Yes, unlimited. Yes. Not recognized in all states. 

BUS-217: Legal Entities for Businesses in the US. 
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What’s the deal with Delaware?
• The majority of F500 companies are incorporated in Delaware. 

• If you are going to solicit venture funding, investors will probably require it. 

• Pro-company legal jurisdiction (CA is much more pro-shareholder). 

• Special court system, experienced judges, lots of case law. 

• Overall cost is slightly higher than California (and you are still subject to CA 
franchise tax and filings). 
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Make Sure You Follow Corporate Formalities

If you want the legal protection of having a corporate entity you have to follow the formalities: 

• Don’t ever co-mingle personal funds with business funds. 

• Execute all contracts and other documents in the corporate name, not your personal name. 

• Hold periodic board meetings, keep records, follow by-laws. 

• Adequate capitalization at formation. 

• Directors and Officers must comply with fiduciary responsibility - duty of loyalty, duty of candor, duty 
of care - and act in the interests of all shareholders.  

• Ongoing obligations for tax returns, employment filings, franchise taxes, etc. 



Stanford BUS-217

Copyright 2025 Bret Waters, Stanford University

The Big Question for Entrepreneurs.

• It depends. 

• You can do it yourself with filing fees less than $1,000, or you can have a 
full-service law firm do it for ~$5,000, or you can negotiate a flat-fee deal 
with many law firms for less (because they want your downstream 
business).  

• Clerky, Nolo, and LegalZoom all offer do-it-yourself forms.

“Should I do the legal formation myself, or hire a lawyer?”



Financing your startup. 
Bootstrap? Angel Capital? Venture Capital?
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Many ways to finance a business: 
●Your own pocket. 
●Your own friends and family.  
●Supplier financing.  
●Customer financing.  
●Bank Loan 
●Factoring 
●Crowdfunding (Kickstarter, etc).  
●Borrow from your 401(k). 

●Pre-sales 
●SBA Loan 
●Angel List syndicates 
●Angel Investors  
●Venture Capital Funds 
●Impact Funds 
●Foundation Grants 
●Buy a lottery ticket (not a recommended strategy).
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Individuals investing their own 
money. No fiduciary 

responsibility to anyone.  Tend 
to invest early-stage where it 

is a “gut” investment decision.  
Typical check size $25K-

$500K.

Angels
General Partners investing from 

a fund they have raised from 
Limited Partners (insurance 
companies, pension plans, 

university endowments). Tends 
to be at the growth stage (not 
the idea stage). Typical check 

size $1M-$100M. 

VS.

VC’s



Typical check size. Typical investment structure. Typical stage. A good fit for: Notes

Angel Investors $25K - $500K. SAFE or Convertible note. From idea to PMF. Very early stage ventures. 
Because they are investing their 

own money, they can make a “leap 
of faith” investment decision. 

Venture Capital Firms $1M - $500M. Equity. Growth stage after PMF. High-growth startups with billion 
dollar potential. 

They have a fiduciary 
responsibility to make rational 

investment decisions, and a model 
that requires billion dollar upside 

Crowdfunding. $10K - $1M. Mixed. Idea. Creative projects, and also pre-sales 
of physical items. 

There’s a lot of regulation around 
selling private stock that can make 

crowdfunding problematic. 

Impact funds. Wide range. 
Debt, soft-debt, demand 
dividend, rev share, SIBs. 

General not equity, as 
there is no clear exit. 

After PMF and after 
impact metrics proven. 

Nonprofits and social ventures. 

Need to have solid impact metrics 
plus enough cash flow that the 

capital can make a round trip back 
to the fund eventually. 

Foundations. Wide range. Grant. Wide range. Nonprofit organizations. Grants today are typically tied to 
impact metric goals.

PE Firms. $10M plus. Equity. Late, and/or distressed. Founders wanting to sell control 
and get exit liquidity. 

Not typically relevant in the startup 
world except during crazy times 

like 2020-23

Corporate Venture Capital. Wide range. Equity. Early-ish. Ventures where a strategic 
partnership is important to growth. 

CVC firms have a variety of 
mandates. Make sure you ask what 

theirs is. 

Non bank lenders Wide range. Debt or points, sometimes 
plus warrants. Growth. E-commerce ventures with a 

proven CAC:LTV.
Typically non-dilutive, which can 

make this very attractive. 

BUS-217: Sources and Structures of Startup Capital
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Capital Comes in Two Flavors:

Has to be repaid (principal + 
interest) over some defined 
amount of time. Debt holder 
has no claim of ownership to 

the company, and is not 
entitled to any share of future 

profits.

Debt
No repayment obligation. 

Investor owns a percentage of 
the company and has a pro rata 
claim to future profits. Investor 
hopes to sell their equity in the 

company in the future at a 
profit. 

VS.

Equity

(Grants are a different topic)
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Pros and Cons of Debt vs Equity
ADVANTAGES OF DEBT COMPARED TO EQUITY
• Debt does not dilute the owner's ownership interest in the 

company. 
• A lender has no direct claim on future profits of the business. 
• Interest on the debt can be deducted on the company's tax 

return, lowering the actual cost of the loan to the company. 
• Raising debt capital is less complicated because the company 

is not required to comply with state and federal securities laws 
and regulations. 

• The company is not required to seek the vote of shareholders 
before taking certain actions. 

• In liquidation debt is always senior to equity (meaning that debt 
holders get paid first, before equity holders).

DISADVANTAGES OF DEBT COMPARED TO EQUITY

• Unlike equity, debt must at some point be repaid. 

• Cash flow is required for both principal and interest payments 
and must be budgeted for. 

• Debt instruments often contain restrictions (covenants) on the 
company's activities. 

• The larger a company's debt-equity ratio, the more risky the 
company is considered by lenders and investors 

• The company is usually required to pledge assets of the 
company to the lender as collateral, and owners of the 
company are in some cases required to personally guarantee 
repayment of the loan.
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Your parents told you to avoid debt. 
They’re not wrong, but….

“I’ll lend you $500K for your startup, 6%, 5 years”

“Psst - don’t take that! I’ll give you the same amount, 
with zero payments! Just give me 20% equity. ”

Total cost: $79,984 in interest. 

20% of all future profits and eventual sale of your company 
is hopefully worth way more than $79,984!
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It’s difficult for startups to get debt capital, and 
that’s the reason the VC business exists.  

You may well end up with equity capital, but don’t 
fool yourself into thinking it’s cheaper. 

It’s probably not. 



Every Venture Capital transaction 
is an equity financing. 

(Nearly every)
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Equity Financing Math:

Pre-money Valuation $2M New Money $1M

$3M

Every equity financing transaction follows this simple math.

Pre-Money Valuation $2M

Post-Money Valuation = 

Investors own 33.3%Founders own 66.7%



Stanford BUS-217

Copyright 2025 Bret Waters, Stanford University

Mechanics of a Venture Fund
The firm decides to raise a fund, and goes looking for investors in that fund. 

Typically the investors are foundations, pension funds, and high net worth 
individuals who put money in and become Limited Partners (LPs) in the fund.  

The firm charges the LP’s a 2%/year management fee and 20% of the “carry” 
(profits).  

Typical funds have 10-year horizons. At the end of ten years the fund is 
dissolved and capital is distributed.  

Most VC firms have multiple funds under management, some with a particular 
investment focus. 
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Key Terms in Equity Financing
 Percentage of the company which investors will own. 

 Special preferences which investors have associated with their shares.
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Two Flavors of Stock

Typically held by founders 
and employees (often in 

the form of options).

COMMON SHARES
Typically held by the 

investors, and has certain 
“preferential rights” 
associated with it.

PREFERRED SHARES



Convertible Notes and SAFEs
Seed-stage startup investment instruments that turn into equity later. 



The standard Silicon Valley progression:

Pre-Seed 
Friends and Family. 

$50-100K

Seed Round 
Angel Investors 

$500K-$1M 
Structured as SAFEs.

Series A 
VC Firms 
$3M-10M 

Structured as Equity.
Series B 
VC Firms 

Structured as Equity.

Series C 
VC Firms 

Structured as Equity.

IPO 
Everyone 

Cashes-out!
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List of 6,000 active VC investors.



92 VC firms that do seed deals.









Optional session before our class on May 21. 

Led by Utkarsh Sanjanwala 
CEO of the World Yoga Federation 
Graduate of BUS-217 and BUS-219. 

Mindfulness and Meditation for Entrepreneurs.



We have two weeks left, and I want to make sure you are 
getting what you want from this course.  

For the next two weeks, I’m happy to have a 1:1 call 
anytime to talk through anything that would be helpful.  

After our final class session, my normal Startup Coaching 
rates apply. 



One Unit. $1{ {
{

$.25 cost to produce the unit. 

$.75 gross profit per unit. 

Unit Economics
Every business distills down to unit economics. 

Something we can produce for X, and customers will pay Y for it.



Enterprise Economics

G&A (overhead):

Management salaries, insurance, 
IT costs, rent, utilities, etc, etc, 

etc,

Units sold:

Fixed Overhead Breakeven



Enterprise Economics

G&A (overhead):

Management salaries, insurance, 
IT costs, rent, utilities, etc, etc, 

etc,

Units sold:

Fixed Overhead
{Operating 

Profit



CAC < LTV
Customer Aquisition Cost must be less than the Lifetime Value of a customer. 

It’s fundamental economics. Having this equation wrong is a leading cause of startup death. 

One equation to rule them all: 



Economic Model from last week.



Income Statement (P&L) 
Balance Sheet 

 
GAAP Accounting Rules 

Depreciation Tables 
Modified Accelerated Cost Method

Tonight we’re creating an economic model for our venture, not financial statements.  
Accounting statements are backward-looking, for reporting and tax purposes. 



Economic Model from last week.



















“In the modern world of business, 
it is useless to be a creative, 
original thinker unless you can 
also sell what you create.”

-David Ogilvy, 1964



“Every great entrepreneur must have the 
ability to tell a crisp, clear, and compelling 
story about what she’s working on, and 
why it matters.”

-Me, 2024 



Simple, clear, concise. 



1-Sentence

60-Second Pitch

3-Minute Pitch

1- Hour Meeting

Close the deal!

Every great 
entrepreneur has 
a nesting doll set 
of pitches. 
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Grand prize: One Million Dollars!*

*Fake money. 



1-minute 
pitches, 

no slides.

3-minute 
 pitches 

with slides. 

BUS-217 Presentation Playoff - Spring 2025

Two finalists get  
5 additional minutes in front 

of our guest judges. 

The Class Votes! The Class Votes!

*fake money

One grand 
prize 

winner gets  
$1 Million*

? 25The Class Votes!
people people people 1

person

Pre-recorded

Live!

Live!

Next week!

May 28



Pitching is purely optional.  
If you want to participate, submit a 60-second video to me 

by next Tuesday (video of you, no slides). 

We will watch them all together in class next Wednesday, 
and vote to select 5 finalists who will each give their 3-

minute, with slides, on our final night. 



Winter Quarter 2024



Your assignments this week:
In the #one-sentence-pitch channel, post a nice, simple, 
one-sentence description of your startup. When someone 
you meet asks you about your startup, how do you 
answer that in a clear and simple way that makes people 
want to hear more? 

If you are participating in the pitch contest, send me a 1-
minute pitch, via video. No slides.  

In the #social channel, give us a book recommendation 
(thanks to Anastasia for the idea). 
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